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ABSTRACT 
Organic organizations rely little on formalization in its classical meaning. Instead, behaviour 
is governed and expectations are generalized with means that Etzioni has classified as 
identitive power. Bureaucracies are characterized partly by their use of coercion and purchase 
(utilitarian power) of motivation of its members, while organic, empowering, flat, learning 
organizations tend to use symbols that do not constitute threats or rewards as means of 
motivating members. Instead members are motivated, or committed, by personal 
identification with the organizational identity. This form of motivation can be compared with 
rule-based or identity-driven decision-making, by which organizational decisions are guided 
by organizational and personal identities rather than by a calculation of preferences and 
expected outcomes. In this paper, three decision-making problems are identified that are 
caused by improperly functioning differentiation between personal identities of organizational 
members and organizational identities when identities are the basis for both motivation and 
bounded rationality (decision-making).  
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Consider the game of 20 questions (cf. Daft & Weick, 1984). One player is to leave the room 
while the remaining players select a word that the absent player is to guess when he/she 
returns. The only clue given about the word is whether it signifies an animal, vegetable, or 
mineral. The guessing player is allowed to ask 20 questions, which are answered with yes or 
no. Each question is therefore designed to gain information about the word, and together, 
questions and answers provide all the information at hand on which the person can base a 
guess.  
 Organizations play 20 questions, but the rules are not as pleasant as in the ideal 
game situation. The number of questions, as well as the time for finding the answer, is 
limited. For some questions there is no answer, only different formulations of questions. 
Furthermore, organizations cannot process the amount of information necessary to investigate 
all contingencies. Organizations use perceptual filters to reduce the amount of information. 
Theories of organizational decision-making have accounted for these assumptions and 
explained bounded rationality as a logic of appropriateness (March, 1999). Decisions are 
governed by institutions and identities (Meyer and Rowan, 1977; March and Olsen, 1989; 
North, 1990; March, 1999), not by a calculative logic by which preferences are compared 
with expected outcomes. Organizations institutionalise self-descriptions, or organizational 
identities, that become part of the shared meanings among organizational members. 
Organizational identities play similarly important roles in the theory of charismatic, visionary 
or transformational leadership (Shamir et al., 1993). When individuals identify with their 
organizations they perform as though it were an end in itself to serve and sacrifice (Bennis 
and Nanus, 1985; Bass, 1985). But in organizations in which identification is driven far, 
personal identities and organizational identities become closely related. In some instances the 
differentiation between the two spheres of thinking, individual and organizational, may be 
ambiguous and mistaken. When organizations play 20 questions with their environments it is 
not even always clear that organizational preferences guide the asking. Occasionally, 
individual organizational members may make mistakes regarding the values and identities that 
should guide their decision-making. Individuals may, for example, substitute their own values 
and identities for organizational values and identities. This type of decision-making problem 
concerns how decisions happen in organizations and how commitment is stimulated through 
transformational leadership. The purpose of this paper is to identify decision-making 
problems that are related to the identification of organizational members with the identity of 
the organization.  
 
Why identity? 
The dominating approach to decision-making has changed radically over the past decades. 
Virtually all economics and other branches of social science reckon with rationality being a 
core feature of decision-making. But the assumptions about what rationality could mean 
differ. Following March (1999), it is possible to describe rationality as encompassing at least 
four points: (1) Knowledge of alternatives among which to choose, (2) knowledge of 
consequences of the choices, (3) a consistent preference ordering that is relevant for the 
alternatives, and (4) a decision rule that is the materialisation of the three first points. The 
overall structure of the idea of rationality contains these four points, but difference among 
alternative interpretations exists. The extent of the knowledge of alternatives as well as that of 
their consequences can differ, and risk can be a feature of the distribution of outcomes 
(Shapira, 1995). The preference order may change, either continuously or at certain points in 
time. However, a choice is to be made by selecting the alternative with the highest possible 
value (Schoemaker, 1982).  
 Research on organizational decision-making has abandoned the classical 
conception of rationality, and assumptions have been modified. Rational actors must guess 
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not only future consequences but also about future preferences, and preferences may evolve 
over time. Furthermore, actors’ conscious guessing may depart from their unconscious actions 
(Brunsson, 1989). Correct guessing is improbable, due to computational and informational 
limitations on humans as well as organizations. Even if decisions are intendedly rational, true 
rationality in idealized sense is unattainable. Instead, humans simplify complex situations and 
use heuristics and frames instead of optima as information processing practices (Kahneman, et 
al., 1982). The rationale of organizations is to overcome this scarcity (Simon, 1997), but they 
cannot provide more than moderation. Therefore, in practice rationality means bounded 
rationality (Holmstrom & Tirole, 1989).  
 The practical limitations on an organization’s cognition mean that rationality is 
equated with allocation of attention (Cyert & March, 1992). Depending on how attention is 
allocated, different rationality outcomes result. A short-sighted perspective, with negative 
feedback learning, seems to be the dominating idea. Search is stimulated by failure to achieve 
a goal and new alternative actions are sought in the neighbourhood of old alternatives. A 
dynamic between slack resources, goals, and outcomes is perceived to be a central topic 
(Antonelli, 1989). Both goals and decision alternatives are adjusted when goals are not 
achieved. Until now theories of organizational decision-making have been considered rational 
in the same sense as individual decision-making (Hedberg, 1981; Kahneman et al., 1982; 
Nisbett & Ross, 1980).  
 Also, preferences lead much more dynamic lives than has been assumed in 
idealistic perspectives on rationality. Preferences are not stable, but rather dynamic, perhaps 
even learnt (March, 1999); preferences (values) are often inconsistent and ambiguous if they 
are known at all (Schein, 1985; Parker, 2000). Decision-makers may even be aware that their 
preferences are inconsistent and vague. Inconsistency has become an acceptable feature of 
actual decisions though many theories do not recognize this. People sometimes act “for no 
better reason than that they must, or that someone else is doing it, or that they ‘feel’ like doing 
it” (March, 1999, p. 18).  
 Decisions happen in the routine manners individuals and organizations operate 
under from day to day. Standard operating procedures, cultural norms, professional codes, and 
other types of institutions provide the expectations governing organizational action. “Rather 
than evaluating alternatives in terms of the values of their consequences, it matches situations 
and identities” (March, 1999, p. 21). The logic of appropriateness includes, instead of the 
building blocks of calculative rationality, only three essential elements: (1) Situations are 
identified according to distinct categories, which are matched with (2) the conceptions of 
identities that decision-makers use in determining appropriate behaviour in a situation. 
Identities are normally connected with the membership roles in an organization but can also 
incorporate personal and professional identities. Different identities may be mobilized in 
different situations. (3) The matching of identities to situations results in allocation of 
attention and selection of responses appropriate for the mobilized identity and the observed 
situation.  
 According to March’s logic of appropriateness, decision-making is identity 
fulfilment, not achievement of optimal results in the presence of restrictions. Furthermore, it 
does not represent the pursuit of interests and the calculation of future consequences of action 
taken today. Instead, this type of description of decision-making assumes that a set of rules is 
matched with a situation. The set of rules can be summarized with the identity concept: The 
set of rules, norms, values, and assumptions are associated with a certain system in which 
they are relevant, meaningful, sometimes important, but always binding. The organizational 
identity functions as a simplified description of this complex system of social expectations. 
The study of decision-making in organizations means, under this assumption, not the search 
for better normative preference orders or outcome predictions, but descriptions of how 



 7

organizations establish and apply identities. Topics such as decision-making and 
organizational culture, previously seen as disparate, are fused.   
 
Assumptions 
Any approach to the study of organizations must make assumptions about the nature of 
organizations and how they function. At least two assumptions underlie the argumentation in 
this paper; a presentation of them can clarify the reasons for the logic presented.  
 The first and most basic assumption concerns the  theoretical status of 
organizations, that is, what they are. Contrary to, on the one hand, individualistic assumptions 
of organizations as coalitions of individuals (Cyert & March, 1992), mental maps (Gioia and 
Sims, 1986) and similar individualistic ideas, and on the other hand, institutionalism or 
structuralism by which organizations are assumed to be institutions originating from 
exogenous patterns of expectations (Scott, 1995; DiMaggio & Powell, 1983), we assume that 
organizations are autopoietic social systems (cf. Luhmann, 1995b). The autopoiesis 
framework (Maturana, 1981; 1982; 1992; Varela, 1979; 1984; Maturana & Varela, 1980; 
1987; Teubner 1985; 1987; 1992; 1993; 2000) suggests that systems are not an aggregation of 
elements, or the sum of elements and relations or any such entity, but rather the continuous 
processing of a distinction between system and environment. As in the biological example as 
pattern formation, systems exist upon matter, but their existence is not defined in material 
terms. This systems conception has proven particularly useful in analysing diverse complex 
social systems, among which law and organizations are only two examples (cf. Luhmann 
1991; 1992; 1995a; 1995b; 1995c; 1996; 1997; 1999; Teubner, 1987; 1992; 1993; 2000; 
Torpman, 2002a; 2002b; 2003). One advantage of the concept is that studies may assume that 
social systems need not consist of a physical substrate; they need not be the people. Thus, on 
the societal level, society may be defined as an autopoietic system of communications, not a 
Hobbesian-inspired definition referring to the people or a legalistic derivative by which 
society is equated with the state. For organizations, the corresponding advantage is that they 
can be defined as a boundary-maintaining communication system that utilizes, but does not 
consist of, its organizational members. Several theoretically bothersome features can be dealt 
with in a less paradoxical manner with the autopoiesis framework. Organizations may have a 
perception of their own, learning of their own, and action of their own. These features of 
organizations are often described as organizational only metaphorically (Hedberg, 1981), due 
to the theoretical problems with defining the independent existence of organizations as 
separate systems.  
 We can understand how formal organizations are autopoietic in the following 
sense if we compare them with simple, not yet formalized, social orderings. In temporary 
gatherings at the bus stop or a sports club, people are relatively unaware of the expectations 
inflicted on them as a function of their presence. There is no awareness of any membership 
among the people gathered. But if cooperation among the present parties increases and 
communication among them intensifies, a certain chance arises that the participants in 
communication become aware of the forms of establishing socially controlled expectations. A 
member of a group, cooperative or not, cannot remain a member if he/she does not share the 
central values of the group. An ongoing contradiction of these values is not acceptable to the 
group and the corresponding contradiction of the rebel’s self image is not bearable for the 
rebel. In cases in which important values are contradicted by opinions or behaviour of a group 
member, that member is subjected to social pressure. It appears that the recognition of certain 
values is mandatory for all members of the group. These values are associated with 
membership in the group. The special attention these expectations receive from members is 
due not to the peculiarity of the content of the expectations but to the fact that they have been 
made prerequisites for membership.  
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The deviant is denied the option of retaining his/her opinion. He/she is tortured with social 
pressure and he/she can find satisfaction only in his/her obstinacy. Under these conditions the 
deviant is likely to become aware that his/her membership is variable, and the other members 
are likely to see that the deviant may be terminated through exclusion from the community. 
When membership is experienced as variable it becomes a role in the eyes of the participants, 
and obligations as well as rights are attached to it. The peculiarity of this situation is that the 
association of rights and obligations can now be understood as relatively stabile, while the 
members are experienced as variable. In this manner, the membership role can be related to 
preconditions that create and maintain a system of norms. The basic values of the group are 
then to be understood as the expectations that have been made conditions for membership in 
the group. If membership criteria can be observed then an autonomous social system, with 
members possibly exchanged over time, is a fact.  

The awareness of membership as a particular role makes it possible to define conditions 
for membership. The group of members is restricted in both number and quality. The 
organization is then defined and restricted in other dimensions as well. The conscious 
membership roles allow an increased level of abstraction of the social system. The abstraction 
forms the platform for the growth of the system, making possible more complex types of 
social systems. The group of people that initially made up the entire community becomes a 
relatively peripheral aspect of the social system as it grows and increases in both complexity 
and abstraction. The organized activities become directed at selected goals and prescribed 
means, rather than the immediacy of human relations of small groups. The individual 
consensus or dispute is not a question of man against man, but is subordinated to the 
institutionalised goals and values of the social system. Members of organizations learn to 
distinguish between expectations belonging to the membership role and other expectations. In 
this way we understand how certain expectations are generated by organizations as social 
systems, not by individuals. Thus, organizations appear as distinct systems references for 
interpretations and decisions. 

Organizations are formalized social systems in which the membership role conventionally, 
but not indispensably, includes recognition of the organizational goal, the recognition of the 
legitimate leadership of top management, the distribution of authority between hierarchically 
ordered positions, and the division of tasks between specialized functions and the proper lines 
of communication. Formality operates in this type of social system as the tree trunk from 
which branches of expectations grow. An expectation is formal when it is covered by the 
membership rule in an organization. The membership rule covers the expectation if there is a 
distinguishable consensus that a rejection of the expectation is not combinable with 
membership in the organization (cf. Luhmann, 1995b). 
 The distinctiveness with which organizations emerge as systems references for 
individuals means that systems can regulate the expectations that bind the cognition and 
action of organizational members. Individual action is transformed into organizational action, 
not through a filtering mechanism as suggested by March & Olsen (1979) in the learning and 
decision-making cycles in which individual activity independently precedes organizational 
action, but in a constitutive or definitional sense. Organizational action can be understood to 
have independent existence from individuals, a theoretical advantage.  
 The second assumption concerns different means for organizations to achieve a 
sense of identity that can be perceived by individuals, members and external persons. 
Organizations need to appear as distinct unities, not only due to the identity-driven form of 
decision-making but also because they need to be seen as persons, legally and morally, in 
their daily appearance in society. They need to buy and sell, appear in court, and so on. 
Organizations’ ability to appear consistently over time makes it possible for their 
environments to see them as persons (cf. Luhmann, 1992). Here it is assumed that the identity 
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of an organization has two sources: on the one hand we have obligatory, formal, or normative 
expectations, and on the other hand voluntary, influential, or informal expectations. The 
development of the voluntary expectations that govern less formalized forms of organizations 
are assumed to depend on the extent of personal identification of organizational members with 
the organizational identity (cf. Shamir et al., 1993). 

The third assumption concerns the role of consciousness in organizational 
decision-making. Much of the cognitive processing in the human brain is assumed to occur 
without our awareness. The psychological concept of automatic processing is motivated by 
the need to reduce complexity. The selective processing of information in the human brain 
can be compared with the systems theoretical concept of self-observation. Systems observe 
themselves in order to select their next state (Maturana, 1982; Von Foerster, 1981; Luhmann, 
1990; 1992; 1995a). When observing themselves they need simplified self-descriptions. 
Otherwise, they would multiply themselves in themselves, resulting in hyper-complexity 
(Luhmnan, 1995a). Similarly, while theories of rational choice assume that action is made 
consistent with expectations and preferences, theories of rule-based action or identity-driven 
choice assume that action will be made consistent with a definition of a situation and the 
normative demands of an identity. Identification of situations, as well as interpretation of the 
demands of the identity, consists of organizational expectations. Organizations determine 
which situations are relevant, what they mean and what action should be taken, given what the 
organizations are and thus what they stand for, what they have experienced, and so on. In this 
process of filtering information, the identity of the organization is the overarching system-
description, the most general and abstract conception of which rules apply, to which situations 
and which persons.  Therefore, we assume that organizational decision-making is governed by 
images controlled by the expectations set forth by reference to the membership role of the 
system. Individual images serve secondary functions compared with these images.  
 
The Problem 
The decision-making of organizations demands a certain degree of consistency. Otherwise, 
organizations would not be able to reproduce a successful behaviour and stay away from 
problematic actions. When organizations are viewed in the ontologic tradition of systems 
thinking, by which systems consist of a set of elements united by relations to an order, the 
problem with consistency is independent of the problem of existence. However, our 
assumptions concerning autopoiesis and boundary maintenance lead us to assume that the 
ability of a system to act consistently is immediately dependent on the boundary-maintaining 
activities of the system. In fact, the consistent performance is in itself part of the boundary 
maintenance of the system.  
 Boundary maintenance of organizations means that organizations reduce the 
complexity of their environment by creating themselves as a difference, a system-
environment difference, which is thereafter observed and utilized for the selection and 
processing of system operations. The operations of the system, the communicative actions, 
take the place of substance elements (things). Therefore, an autopoietic system may be 
defined as relative permanence compared to its environment. The differentiation of the system 
from its environment means that the system increases its ability to respond to certain cues at 
the expense of decreased sensitivity for other cues. The selective sensibility or attention is 
paired with a generalized indifference for the rest of the world. Systems specialize necessarily 
by separating themselves from the complexity of the world. Systems formation means 
indifference and isolation as much as it means specialized and possibly rapid and skilful 
adaptation. Organizations buy knowledge at the cost of ignorance. However, our assumptions 
indicate that the difference between system and environment can be accomplished in several 
ways. The identity of an organization can be understood as the organization’s own description 
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of the system-environment difference. The identity is a truncated and highly simplified self-
description, necessary for the continuous processing of organizational action. The form of 
truncation may differ between organizations. The identity usually indicates what the 
organization stands for, what its goal is, what values are binding, what beliefs about the 
environment it sanctions, but also a tacit dimension in which assumptions about both 
environment and system may hide. Identity corresponds to culture without any great loss of 
meaning. The all-encompassing culture concept can be seen as an attempt at capturing the 
essence of the totality of an organization. In this respect, it is goal congruent with the identity 
concept.   

If decision-making is not a case of rational preference-based choice but identity-
driven or rule-based action (Turner, 1985), then the forming of identities is a possible source 
of organizational strength or weakness. It becomes a problem if organizations are not able to 
act consistently and build up repertoires of successful behaviour in memory repositories. If 
identities cannot be formed properly, it could be expected that decision-making based on 
identities should be damaged. We now turn to an exploration of the possible facets of these 
damages.  
 There are innumerable ways decisions may go wrong, but here we are concerned 
with three systematic problems only. (1) If identities are underdeveloped, individuals cannot 
match situations with identities. Individuals are either paralysed by anxiety or tend to 
substitute other identities for the ambiguous organizational ones. If the formal system is 
ambiguous regarding how proper results should be reached, personal opinions about 
successful behaviour can be employed. This should be distinguished from the exercise of 
individual judgement (Simon, 1997). Judgement is a form of interpretation, which is an 
element of all decisions. It is the necessary involvement of individual consciousness in 
organizational interpretation, but not the substitution of individual preferences (identities), for 
organizational rules. When the decision premises of organizational decision-making are not 
clear enough to serve as an effective basis for the interpretation efforts of decision-makers, 
then decision-makers will typically feel stress and uneasiness, even fear. The stress results 
from the fact that individuals are bound by their membership roles. They are expected to 
reach decisions and communicate them to others. If they cannot deliver – if they refrain from 
activity – they will not be considered loyal. Similarly, if they interpret decision premises and 
reach decisions that are not acceptable, not possible to legitimise or rationalize post factum, 
they are criticised or, in the worst scenario, expelled. The pressure to decide is twofold: If 
decisions are not reached, you are criticised for inactivity. If decisions cannot be rationalized, 
it is claimed that you are incompetent or even fraudulent. There is typically pressure to 
decide, and when decision premises are vague they cannot be used for secure rationalization 
of decisions made, and decision-makers can consciously decide to act outside the system 
through a solo achievement.  
 (2) The second problem that can occur if identities cannot be matched with 
situations and used for determining what action should be taken on the organization’s behalf 
concerns another aspect of the same vagueness. If organizational identities are ambiguous or 
otherwise vague, decision-makers can be unaware of what premises decisions are based on. 
Automatic processing is well known in both psychology and organizational learning studies. 
According to it, a great deal of perception and cognitive computation is unconscious. If 
information processing is unconscious, there is a particular risk that the wrong identity is 
matched with a situation. Individuals may mistake personal experiences for organizational 
experiences, and personally developed recipes for success may take the place of 
organizational strategies and routines. Individuals may believe that they are acting on behalf 
of the organization and according to the best possible organizational knowledge, but in fact 
the organization is quite bypassed. Information processing is strictly individual, and 
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organizational action cannot be role-constrained (cf. March & Olsen, 1979). As the premises 
of choice are individual, the organizationally discernible decision premises cannot be used for 
evaluation of the outcomes of individual action. Thus, organizational learning is crippled and 
the accumulation of knowledge or formation of organizational culture is injured. The 
possibility to perform successfully by acting consistently is decreased as a consequence of the 
difficulties of forming a culture that embodies experiences of successful behaviour (Schein, 
1985).  
 (3) The third possible lapse occurs when decision-making premises are not 
mistaken on the micro level but on the macro level. Decision-makers with an unclear picture 
of what the organization stands for and how to derive legitimate reasons for interest in a 
certain situation and choice of action pertaining to it may find direction in professional 
identities or other standards instead of organizational identities. Organizations need to control 
important system-environmental relations. Many actions and decisions are restrained and can 
be performed only if specified conditions are fulfilled. The authority of most decision-makers 
is limited. Economically significant decisions must often be controlled by a board of directors 
or the like. However, particularly in professional organizations, it is customary to act on 
decision premises in the form of standards, sometimes official statutes and sometimes tacit 
rules, that have been established during the tradition of the profession. Auditors, solicitors, 
medical doctors, for example, are likely more concerned with professional standards than with 
organizational norms. This is normal practice, but problematic consequences occur when 
decision premises are mistaken. Ambiguous organizational norms are superseded by relatively 
clear professional, or other external, norms. Clearness takes precedence over ambiguity, 
despite irrelevance. The problematic effects are the same as in case (1).  
 All three cases involve the ways in which individual and organizational 
processes shape the each other’s premises . Theories of rational action assume that 
organizational members make sense of their situation by forming expectations about future 
consequences and valuing the expected outcomes according to a preferences order. Theories 
of identity-driven decision-making assume that organizational members make sense of their 
situations by identifying situations as matching identities, including the beliefs (facts) and 
norms (values) of an organization. Our three examples of possible problems with decision-
making all concern simplifications that decision-makers form about their world. 
Simplification prior to decisions is a behaviour considered normal in decision-making (March 
& Sevón, 1988; March, 1999). It is a core feature of the sense-making involved in decision-
making. The behaviour includes decomposition of problems into subproblems, working 
backwards from outcomes to preconditions (i.e., assuming the results of research before it has 
been conducted), adoption of rules of thumb and pattern recognition and legitimating them 
with arguments about appropriateness for the situation. It also includes adoption of frames 
and paradigms believed to fit the local situation as well as virtually superstitious magic 
numbers (the 80/20 rule, for example, means that 80% of the sales is generated by 20% of the 
customers, 80% of the costs is incurred by 20% of production, and so on) as simplification of 
complex marketing or production phenomena.  
 Highly formalized systems, bureaucracies and mechanistic organizations have a 
particular method of forming the difference between themselves and the environment. 
Informal, flat, organic systems have another. In a bureaucracy, there are formal expectations 
determining what situations are important and what relevant information to look for in these 
situations. The formal expectations include things such as routines, work descriptions and 
authoritarian decisions. People’s ability to influence is based primarily on their position in the 
hierarchical order, and secondarily by personality. The expectations on which decision-
makers’ behaviour is based are formed when managers (1) make formally binding decisions 
and communicate them to subordinates and (2) interpret decisions in such a way that the 
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managers’ opinions, beliefs, and assumptions are communicated relatively implicitly. The 
clarification of behavioural premises is information processing by which relatively abstract 
and diffuse goal formulations are adapted to concrete and real situations. Ambiguity is 
reduced and employees are provided with relatively clear instructions. The perception of the 
unity of the organization, the identity of the system, comes about when the membership 
expectations become distinctly observable for individual organizational members (Luhmann, 
1995a). However, the membership expectations are crystallized already in simple social 
orders with a low degree of formalization. Spontaneous groups are gathered in the corner of a 
street without purpose, without leadership, but still with an embryo of formal expectations. If 
the group becomes a regular meeting point for the persons, themes emerge and behaviours 
begin to be reckoned with as acceptable or unacceptable. The group begins to establish 
behavioural norms, or behavioural expectations. The expectations, however, cannot grow 
beyond very primitive levels compared to a formal organization unless certain selections can 
be retained by the system. The stabilizing mechanism is the manner in which the system deals 
with deviant behaviour. Sooner or later, a group typically begins to react when individuals 
deviate from the established (by custom) norms. The deviant is submitted to pressure in order 
to bring deviation to the altar. 
 The probability of conflict in groups tends to make participants aware of the set 
of expectations that apply to them only when they are present in the group. If expectations 
cannot be adhered to, a person will want to leave the group. The set of expectations pertaining 
to the group is experienced as variable and the variable set of expectations can be given a 
special symbol, the membership for a role – the membership role. The membership role is the 
unity of all expectations that comes with membership, and the symbol gives individuals the 
possibility to observe a certain, differentiated set of expectations as distinct and as the 
consequences of the membership role. The membership gains a recognizable, discussable and 
conscious form.  
 Organic organizations share these properties, though to a lesser extent, which is 
why other means for establishing a sense of identity come into sight. These means can be 
interpreted as caused by the manner motivation being stimulated among organization 
members. Organic, flat and empowering organizations, for example, do not make decisions 
referring to authority as frequently as do bureaucracies. The teamwork structure by which 
decisions are negotiated in a coalition rather than made by an authority does not allow the 
exercise of authority. Instead, other means of influence must be employed. Organization 
members are manipulated with symbols rather than directives, and are encouraged to 
voluntarily respond rather than by threat of unpleasant consequences. Compare the 
classification by Etzioni (1961; 1964; 1965) between three types of power – coercive, 
utilitarian, and identitive. Bureaucracies are characterized partly by their use of coercion, as 
well as purchase (utilitarian power) of motivation of its members, while organic, empowering, 
flat and learning organizations, for example, tend to use symbols that do not constitute threats 
or rewards as means of motivate members. Instead members are motivated, or committed, by 
personal identification with the organizational identity (Lewicki, 1981; Saunders, 1984). 
Members are expected to see the organizational goals as their own. This type of personal 
identification is well known to Japanese management, in which individuals are embraced by 
large companies as family members (Ouchi, 1981).  
 
Possible solutions 
Judging from what March and other students of decision-making have shown, the 
organizational identity as well as department and other subsystem identities, serve the purpose 
of distinguishing a relatively clearly marked set of rules, on which individuals are to base 
their decisions when deciding on behalf of their organization. The function of identity is 
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differentiation. The different ways identity can be accomplished are the different ways an 
organization can maintain a difference from their environment. This difference from 
environment is in turn, by definition, the same as the existence of a social system. Therefore, 
establishing and maintaining organizational identities is a fundamental function, abandoned 
only at the cost of extinction of the system.  

The common aspect of all three problems observed above is that decision 
premises, or identities, are insufficiently determined or overburdened with ambiguity. A 
certain minimum level of clearness is necessary if routine decisions are to be made effectively 
and efficiently. If systematic organizational interpretations of cause and effect chains are to be 
interpreted organizationally, i.e. as a purely organizational experience, individual members 
must learn to view the world through an organizational (cultural) lens. The risk that 
individuals lose sight of organizational decision premises varies between organizational 
conditions, which is why the remedies that organizations can use can be adapted 
appropriately. Let us therefore begin with an overview of the various conditions under which 
mistaken identities and systems references are relatively likely to appear.  
 The construction of organizational values and identities varies among 
organization types, which in turn vary with environment. However, (1) the organizational task 
is a relevant dimension for identification of the conditions under which decision-making 
problems relating to identities are likely to appear. When the organizational task is strictly 
defined by work descriptions and decisions by superiors, it is relatively easy for subordinates 
to translate decision premises into action. Subordinates perform only limited interpretations 
within their authority, and a precise definition of rights and obligations is attached to each 
functional role. When tasks do not require complex interpretation and problem solving, a way 
of thinking fitting a bureaucracy is likely adequate. A programmed decision-making can serve 
the system as long as conditional action can be defined for most situations. Organizational 
decision premises are static and the risk for mistaken premises should be small. When tasks 
are complex and defined as set by the total situation of the concern, the opposite should apply. 
Continual re-definition of individual tasks through interaction with others occurs for the 
accomplishment of nonroutine and, usually, high performance. Uncertainty may be high and 
situations ambiguous. This type of task and situation is common in organic systems in 
unstable conditions and when a new organization is being formed. There is abundant 
ambiguity and anxiety, and a great need for orientation on the part of organizational members. 
Decision premises may be chaotically understood and the risk for cognitive mistakes as well 
as conscious bypassing of the organization may be expected to be relatively high.  
 In organizations in which (2) extrinsic rewards and punishments are effective, 
the risk for our identified decision-making problems is likewise probably relatively small. In 
such organizations, the ability of the leader to specify and clarify goals is high, knowledge 
about means of achieving them is readily available, and performance is objectively 
measurable. Under such organizational conditions, the system can relate to its members in an 
exchange manner by which management appeals to subordinates’ preferences and designs 
performance targets accordingly. Conversely, in organizations in which extrinsic rewards and 
punishments are ineffective, in weak psychological situations (Mischel, 1973) that cannot be 
understood the same way by different observers, uniform expectations are not easily 
established regarding desirable actions. In the absence of clear extrinsic justifications for 
behaviour, subordinates are more likely to need guidance that can stabilize meaningful patters 
for their efforts (Bem, 1982).  
 Under conditions in which (3) external systems of norms cannot compete with 
internally established organizational values and identities, the risk for mistaken premises is 
less likely, but if action can be motivated by moral or other forms of dominant values of 
society, organizational expectations run a higher risk of being bypassed. Thus it follows that 
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when organizational tasks are related closely to dominant social values, morals, professional 
norms, or standards to which subordinates are exposed, decision-making may more likely be 
guided by external forces compared to situations in which organizations are not susceptible to 
normative influence from their environments.  
 All three points, with the possible exception of the third, may be interpreted as 
the classical distinction between mechanistic and organic systems of management (cf. Burns 
& Stalker, 1961). In mechanistic systems (bureaucracies) there is relatively little ambiguity in 
written rules, decisions, and formal procedures according to which decisions should be made, 
and thus relatively low probability for the kinds of decision-making problems relating to 
ambiguous organizational values and identities identified in this paper. In organic systems of 
management, the opposite can be expected. Decisions are made in a less standardized, 
programmatic form. According to Simon (1958), non-programmed decisions involve much 
stirring about, deliberation, discussion and often vacillation. In bureaucracies much decision-
making is programmed, routine, almost as though no decision whatsoever is made. As noted 
above, programmed decision-making requires that if-then patterns of rules can be defined. 
Conditions by which the definitions must be vague in order to cover many dissimilar 
situations, or by which conditions change so rapidly that the programs must be characterized 
as processes rather than rules, require more interpretative support than do the simple 
programmed decisions. It is apparent that almost no decision made in an organization is the 
task of a single individual. Even though the final responsibility for a decision rests with a 
single person, we normally find that various components of decisions can be traced through 
the formal and informal channels of communication to many individuals who have 
contributed to the clarification and determination of the values and identities that comprise the 
premises. In non-programmed decisions, the alternatives (supposedly discoverable with 20 
questions!) are not given in advance, and must be discovered. Decisions are formed in a 
cooperative interpretation process shared by many persons in an organization. In organic 
systems, the cooperative effort is emphasized. Individual tasks are continuously re-defined 
through interaction with others. A network structure of control, authority, and communication 
is achieved, governed by a community of interest among members of the organization in its 
survival and growth. The joint effort of interpretation is further emphasized by the form of 
influence used by management. Authoritative instructions and decisions are unusual, and 
information and advice is preferred as a means of influencing subordinates.  
 The probability of the identified decision-making problems should thus be 
expected to vary among organization types. The mechanistic and organic types are idealistic 
simplifications, but serve pedagogic functions for our illustration of the mechanisms that 
cause decision-making problems due to difficulties with identifying values and identities in 
organizations. The solutions should be expected to be as diverse as organizational types. In 
mechanistic organizations, the functioning of the social system is such that very few 
individuals are encouraged to identify personally with the organizations. Their decision 
premises are derived in an impersonal hierarchic decision style by which the room for 
interpretation is mostly small and defined by narrow normative frames of reference (goals and 
values). In highly formalized systems, the problem can be further minimized by regulating the 
degrees of freedom for individual interpretation and decision-making. Ambiguity concerning 
norms can be reduced with new rules regarding how rules should be interpreted. Such a 
solution can be applied only in organizations in which environments are perfectly stable and 
thus the need to modify and apply a more complex understanding of the world is unnecessary. 
Even in allegedly inert normative systems, the reduction of degrees of freedom for 
interpretation is impossible. Law is an area in which continuous re-interpretation has been 
proven necessary (cf. Hart, 1961; Kelsen, 1967; Watson, 1988; Luhmann, 1990). As an 
anecdote, we can note that during the 16th century a Swedish King pronounced a law that 
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forbade interpretation of Swedish law without his consent. It proved to be an impossible way 
to secure absolute power. Even in that agricultural society, changes and deviations were so 
great and frequent that a static normative system controlled by one man was not achievable. 
Distributed interpretation could not be disposed of. The same is true for almost all 
organizations. They therefore tend to show, as noted by Burns and Stalker (1961), at least 
some characteristics of organic systems.   
 The decision-making challenge is therefore paradoxically greatest for organic 
systems, in which for example decision-making, change, learning, adaptation are thought to 
be superior to bureaucracies. However, organic systems have processes that counteract the 
possible problems with overlapping and obscure values and identities that may cause 
organizational inconsistencies and reduce the accumulation of organizational experiences. It is 
not the purpose of this paper to identify all such processes, but to give examples how an 
organizationally governed behaviour can be secured. One vital function in this respect is 
leadership.  
 Many empirical studies have shown the effects of especially charismatic, 
visionary and inspirational leadership defined with the popular concept transformational 
leadership. Transformational leadership is common in organic systems and its purpose is to 
transform the needs, values, preferences, and aspirations of subordinates from self-interests to 
collective interests. Its purpose is also to build commitment among organization members to 
make significant personal sacrifices and to perform beyond what can be expected from an 
exchange perspective on leadership (House, 1977; Burns, 1978; Bass, 1985; Bennis & Nanus, 
1985, Bryman, 1992; Yukl, 1994; Gardner and Cleavenger, 1998). For our problem, the 
recent developments in leadership theory have particular significance. Leaders – or the 
leadership function, if it is distributed – (Horner, 1997) can ensure that individual followers 
distinguish between individual and organizational decision premises by performing two tasks: 
Role modelling and frame alignment.  

(1) Role modelling occurs when the leader becomes a representative for the 
social system that is supposed to be managed. The leader is a symbol, bringing together an 
embodied vision of how organizational members should act in certain situations (Bellah et al., 
1985). The vision helps define what kind of traits, beliefs, values, and behaviours are 
preferred and legitimate to adopt. Followers can adopt similar behaviours through vicarious 
learning. The leader shows the importance of the investment limits, the human resource 
policy, what custom orientation should mean in practice in a department of the organization, 
and so on. When role modelling occurs in problematic situations, the leader functions 
similarly to the court of law in a legal system. When conflicting or uncertain views exist a 
stare decisis is given, which replaces the conflict or uncertainty. The court decides a case and 
the leader resolves a conflict or problem. Thus role modelling is a means for expressing how 
organizational expectations should be interpreted when confronting the environment. It can 
encompass  dimensions such as appropriate levels for risk-taking and personal sacrifices 
(Sashkin, 1988). 

(2) Frame alignment means that leaders link individual and organizational 
interpretations by ascertaining that frames of references correspond (Snow et al., 1986). 
Leaders can engage in communication that mobilizes followers to act according to 
organizational instead of individual frames of reference. Leaders stimulate the application of 
organizational frames by explaining present behaviours citing past organizational experience, 
making cultural assumptions (Schein, 1985), referring to established routines or simply citing 
historical examples (Willner, 1984). In organic systems, in which perceptions of these 
sometimes diffuse expectations can be mistaken, the emphasis of organizational expectations 
recycles distinctions that may otherwise be forgotten, unlearnt (Hedberg, 1981), or merely 
mistaken. Slogans and labels can be used as weapons against forgetfulness and mistakes. But 
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visions of the future can aid the differentiation between individual minds and organizational 
perception. Plans, prognoses and strategies can be used as pedagogic tools for exemplifying 
for subordinates how the organization expects and wants to act in certain situations. An 
amplification of organizational values and identities can be achieved by playful experiments 
of actions not yet performed and results not yet obtained.  
 Leadership in organic organizations cannot interfere too dramatically with the 
self-governed interpretation that takes place in every individual member. If leadership turns 
into commands, the fragile distributed interpretation is disturbed and a tendency towards 
single-loop learning is set in motion (Argyris, 1976). Individuals seize contributions to a 
shared effort at understanding and explaining what the organization is doing in order to do it 
better. Leaders with the purpose of fostering a distinction between organizational and 
individual sets of expectations must respect the equilibrium relationship between the 
necessary self-steering of organizational members and the need to steer how individuals 
perceive the world through the organizational lenses. Leaders can influence but not instruct. 
They can teach by example, ‘walk the talk’, but can not punish if followers do not adopt 
desired behaviours (Kouzes and Posner, 1995; Kotter, 1995; Kanter et al., 1992; Hambrick 
and Canella, 1989). When employees participate in decisions, they are involved in the co-
production of norms and values that underlie decisions and actions (Maravelias, 2001). 
Leaders seem to at least occasionally match the challenge. Many empirical studies have 
indicated what efficient leadership in organic systems should look like. The recognition of the 
decision-making problems concerning charismatic or transformational leadership has hitherto 
not been understood as an important achievement of this type of leadership.  
 
Conclusions and implications 
The stability and consistency of organizational decision-making is highly exaggerated. Even 
the garbage-can model with many stochastic factors may overestimate the systematic nature 
of the accumulation of organizational experience. This fact concerns the extent to which 
individuals can use specifically organizational frames of reference as a basis for observing 
reality through organizational lenses and for making rule-governed decisions that accumulate 
knowledge by changing or adding to the frames and rules when necessary. In bureaucracies, 
members learn the hard way to interpret organizational expectations from individual ideas. 
Extrinsic rewards and punishments help individuals focus on the formally valid expectations. 
But with organic systems it is different. Organic systems rely to a large extent on individual 
initiatives and voluntary action. Individuals are motivated by identification with leaders and 
the organization, and by internalisation of organizational values. Studies have shown that 
personally involved members are more committed to the organization and perform better than 
do relatively detached individuals. But personal identification (Kelman, 1958) - when an 
individual attempts to be like another individual and tries to gain the qualities of the other as 
well as social identification (Ashforth and Mael, 1989), when a collective identity is important 
for the identities of individuals  - can stimulate behaviour in which the identifying party has 
difficulties distinguishing which parts of the perceived identities derive from the organization 
and which do not. In this article, three situations have been identified in which problems 
relating to distinguishing systems references are likely to occur.  
 The first concerns organizations with high levels of ambiguity, not necessarily 
related to the environment but regarding the values and identities that guide decision-making. 
When ambiguity is high, decision-makers suffer from anxiety due to the implications of 
making the wrong decision and the experienced difficulties to make an intelligent choice. 
Decision-makers can be forced by distress to make choices they would normally not make. 
Organizational values and identities can be bypassed if they give meagre guidance. In their 
place tread either individual values and identity or external macro variables such as 
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professional norms, standards or other societal expectations. Decision-makers may chose to 
depart from organizational values and identities consciously or unconsciously, but the effects 
are the same. The organization loses its ability to govern individual decision-makers’ action. 
Organizations disintegrate to some extent, learning is hampered, and their ability to maintain a 
consistent program of actions is damaged.  
 The second problem also inflicts itself on consistency and learning of the 
system. When organizational members mistake individual values and identities for 
organizational ones, they base their action on faulty premises. Instead of building on shared 
assumptions, values and other identity traits, individuals form their own opinions and act on 
their own private values. The organization then cannot condition the action of its members 
and behaviour cannot be role-constrained (cf. March and Olsen, 1979). Accumulation of 
knowledge is radically decentralized in an unintended and possible dangerous way. When 
organizational members leave the organization, the memory function disappears with them 
(cf. Walsh and Ungson, 1991). In organizations in which much organizational experience 
cannot be stored in formalized rules, organizational values and identities must be stored in 
relatively voluntary images. An interpretation of recent developments in organizational 
decision-making theory suggests that unless this happens, decision-making will suffer from 
individualistic infection. Individual cognition takes over when the organization cannot operate 
properly as a social system.  
 The third problem is a variant of the first two. When organizational values and 
identities are ambiguous and when leadership cannot unfold the problem, professional values 
and other external standards may take the place of organizational expectations. An 
organization relies on external structures for significant parts of its operation (DiMaggio and 
Powell, 1991). For example, the legal system must be taken for granted for most of the 
activities organizations indulge in. But organizations may benefit in other areas from being 
able to establish indifference in relation to external normative systems. Organizations can 
even be defined as a relative indifference to external events (Luhmann, 1995b). The autonomy 
or self-determination of organizations means that they can develop the ability to select how to 
organize their attention structures through which they perceive and react to the environment. 
The balance between indifference and adaptation varies between organizations, but a general 
risk of losing control of the regulative mechanisms for controlling the balance must be 
considered a problem.  
 The solutions to these three decision-making problems, or challenges, have been 
developed automatically in many organizations. Obviously, many or most organizations 
operate relatively well. They develop the means for controlling the extent to which 
individuals can use their own perceptions and experiences as a basis for how they perceive 
situations and what action they take. In mechanistic organizations, the distinction is marked 
by formalization. Rules and routines determine when the line is crossed. In organic 
organizations, the usage of formal expectations is minimized and other means of control 
replace them. Leadership covers for the lack of formalization and stimulates the self-governed 
interpretations in which members engage.  
 This paper has pointed out three possible decision-making problems relating to 
recent developments in decision-making theory. Its new focus on values and identities as the 
basis for bounded rationality opens a pathway to leadership theory and ideas regarding 
motivation that also need values and identities for their explanation (Shamir et al., 1993). 
Charismatic, visionary, inspirational and transformational leadership can be understood as 
performing the differentiating function that establishes a difference between personal 
identities and organizational identities by which overlap is both desirable and a decision-
making risk. Whereas decision-making theory takes for granted the employment of 
organizational values and identities, leadership theory treats the production of such entities as 
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a problem and the distribution of shared and committed views as the core problem. 
Leadership theory, which has previously been considered relatively detached and individual-
focused, has much to offer to organization theory and organizational decision-making theory 
in this respect.  
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